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1 •  OVERALL  financial  dimensions 

The  1971-72  budgetary  deficit  was  originally  planned  at  $750 
million  in  June,  1971,  raised  to  $1,000  million  in  October  and  subse¬ 
quently  has  settled  at  $600  million  per  the  May  8  Budget  (see  Table  1). 

The  smaller  deficit  than  planned  has  been  caused  by  higher  than  antici¬ 
pated  expenditures  (up  $165  million  over  the  October  estimate),  more 
than  offset  by  higher  than  expected  revenues  (up  $565  million  since 
October).  The  net  reduction  in  the  deficit  is,  consequently,  $400  million. 
This  lower  than  expected  deficit  provided  increased  flexibility  for  the 
1972-73  budget  plan. 

Discretionary  tax  reductions  and  expenditure  increases  will 
cost  the  federal  government  in  excess  of  $600  million  in  1972-73  (see 
Table  below).  The  budgetary  deficit  will  decline,  however,  from  $600 
million  in  1971-72  to  $450  million  in  1972-73  (see  Table  1).  The  lower 
deficit  is  caused  by  a  lower  rate  of  growth  in  expenditures  this  year 
(9.3  per  cent)  compared  with  last  (11.9  per  cent)  and  a  marginally 
higher  increase  in  revenues  (10.8  per  cent  versus  10.5  per  cent). 

Revenue  growth  will  be  strong  -  despite  the  tax  cuts  -  because  of  a  more 
rapid  pickup  in  personal  income  taxes  and  to  a  lesser  degree  corporate 
income  taxes  (see  Table  2).  Other  major  budgetary  revenue  sources  will 
grow  more  slowly  in  1972-73  than  last  year. 

Cash  Impact  of  Major  Budget  Measures 
in  1972-73 


"  In  Canada  In  Ontario 

($  millions) 

manufacturing  and  processing  revisions  125  60 

(effective  Jan.  1/73;  full-year  cost 
$500m) 

change  in  instalment  payments 

escalation  of  pensions,  increase  in 
maximum  OAS/GIS  and  exemptions. 

Effective  Jan  1/72 

escalation  of  pensions  in  full  with 
cost  of  living.  Effective  Jan  1/72 

new  deduction  relating  to  cost  of 
obtaining  an  education.  ($50  per 
month  per  student).  Effective 
Jan  1/72 

Total 

(1)  Remainder  of  1972. 

(2)  This  figure  appears  rather  high. 
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Corporations  : 


Pensioners  : 


Veterans 


Students 
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In  1971-72,  for  the  second  year  in  a  row  net  non- budgetary 
disbursements  fell  considerably  below  federal  expectations;  in  December 
1970,  1970-71  disbursements  were  forecast  at  $1,250  million  but  the  finals 
for  1970-71  were  $803  million,  only  two-thirds  the  planned  amount.  In 
October  1971,  1971-72  disbursements  were  forecast  at  $1,600  million  but 
preliminary  figures  for  the  year  indicate  a  larger  shortfall  to  $1,003 
million  (see  Table  1  ).  Therefore,  the  figure  of  $1,550  for  1972-73 
includes  a  substantial  carry-over  from  last  year,  and  it  appears  likely 
the  figure  will  turn  out  substantially  lower  by  the  end  of  the  year.  The 

total  financial  requirements  of  $2,000  million  for  1972-73  will  probably 
turn  out  to  be  close  to  the  1971-72  figure  of  $1,603  million . 


Table  3  compares  the  overall  financial  positions  of  Ontario  and 
the  federal  government.  It  shows  that  although  Ontario ' s  budgetary  deficit  in 
1972-73  at  $597  million  is  higher  than  the  federal  deficit  of  $450  million, 
federal  total  cash  requirements  are  almost  double  Ontario's.  Of  course, 
we  expect  federal  requirements  to  turn  out  somewhat  lower.  Ontario ' s 
budgetary  reveneues  and  expenditures  both  increase  at  a  substantially  slower 
rate  than  those  of  the  federal  government,  highlighting  both  the  longer  run 

squeeze  at  the  provincial  level  and  the  disproportionate  cost  to  Ontario 


of  our  stablization  policies. 


Cash  Requirements,  1970-71  to  1972-73 

_ Forecasts  and  Actuals _ 

(Millions  of  dollars) 
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2.  ECONOMIC  SETTING  AND  FISCAL  POLICY 

Demand  in  the  personal  and  government  sectors  was  very  strong 
in  1971.  Personal  spending  increased  by  8.5  per  cent,  government  current 
expenditures  by  12.1  per  cent  and  residential  construction  by  22.9 
per  cent.  However,  the  business  sector  lagged  behind,  in  terms  of  new 
investment  demand  as  well  as  rates  of  production  and  job  creation.  As 
a  result,  the  unemployment  rate  averaged  6.4  per  cent  over  the  year.  An 
important  factor  was  the  rather  bearish  international  climate.  There 
was  also  some  weakness  in  exports. 


Despite  an  increase  in  profits  of  15.9  per  cent,  the  corporate 
sector,  particularly  manufacturing,  performed  sluggishly  in  1971.  The 
index  of  real  domestic  product  increased  by  only  2.3  per  cent,  a  moderate 
improvement  over  the  decline  of  0.9  per  cent  in  1970  but  still  sluggish. 
Investment  in  manufacturing  was  also  very  weak. 


Investment 


Ca nada 


in  Manufacturing  ($  millions) 

Ontario 


1970 

3223 

- 

1625.1 

- 

1971 

2949 

-8.5 

1377.8 

-15.2 

1972 

2877 

-2.4 

1361.6 

-1.2 

(Intentions ) 


The  rate  of  growth  in  exports  also  dropped  sharply  from  13. 
per  cent  in  1970  to  5.9  per  cent  in  1971. 

Apparently  with  this  data  in  mind,  the  federal  government 
concentrated  its  fiscal  incentives  on  the  manufacturing  and  processing 
sectors,  reducing  taxes  in  order  to  improve  current  profitability  and 
protect  future  competitiveness  in  domestic  and  foreign  markets.  As  these 
industries  are  relatively  labour  intensive,  the  effects  on  employment  should 
be  favourable. 

The  tax  break  will  provide  a  further  boost  to  the  business 
sector,  which  seems  poised  for  recovery  in  any  case,  for  the  following  reasons 


IE& 
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fc  Production  in  manufacturing  has  already  begun  to  expand 
at  a  rapid  rate. 

Index  of  Real  Domestic  Product,  Canada  Manufacturing 
(Seasonally  Adjusted  at  Annual  Rates) 

1971  III  174.4  7.9 

IV  177.8  8.2 

1972  J  179.5  10.6 
F  178.8  -4.6 

o  After  last  year's  sharp  increases  in  sales,  a  rebuilding 
of  inventories  is  anticipated  for  1972  providing  an  added 
stimulus  to  production  . 

.  The  U.S.  economic  recovery  and  the  lower  exchange  value 
of  the  Canadian  dollar  elsewhere  in  the  world  should 
raise  demand  for  Canadian  exports. 

Over  the  past  two  years,  long  lags  in  implementing  arm's  length 
expenditures  have  substantially  reduced  the  planned  expansionary  impact 
of  federal  fiscal  policy.  The  economic  recovery  has  been  correspondingly 
delayed .  The  introduction  of  progressively  greater  amounts  of  stimulation 
for  the  private  sector  in  the  budgets  of  June  and  October,  1971  and  the 
May  8,  1972  Budget  will,  however,  considerably  reduce  the  economic  impact 
lag  in  view  of  the  heavier  emphasis  on  tax  cuts  and  transfer  payments  to 
persons . 

The  fiscal  policy  of  the  present  Budget  is  quite  expansionary 
with  the  national  accounts  deficit  increasing  from  $400  million  to  $800 
million  despite  growth  in  the  economy  in  excess  of  potential.  It  is 
considerably  more  expansionary  than  the  Ontario  1972  Budget.  The  policy 
is  aimed  at  the  weakest  sector  of  the  economy  -  namely  manufacturing  - 
although  significant  strengthening  has  already  become  apparent.  It  als; 
compensates  and  protects  those  individuals  most  vulnerable  to  inflation. 

Apart  from  the  short-term  stimulation  of  the  economy,  the  budget 
changes  will  have  an  impact  over  the  longer  run  on  the  allocation  of  resources 
in  the  economy.  In  particular,  it  favours  the  manufacturing  sector  and  is 


aimed  at  making  Canadian  industry  more  competitive  internationally . 
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3.  LONG  RUN  MEASURES  TO  IMPROVE  COMPETITIVENESS 

The  federal  government  has  created,  by  use  of  the  tax  system, 
a  number  of  permanent  incentives  to  stimulate  long-run  growth  in 
the  weaker,  labour  intensive  sectors  of  the  economy  and  to  improve 
the  long-run  competitiveness  of  Canadian  business. 

.  the  general  objective  of  the  budget  is  the  protection  and 

! 

I 

development  of  selected  sectors  of  the  Canadian  market. 

.  The  principal  benefits  of  the  tax  cuts  will  accrue  to 
Ontario  industry. 

.  The  threat  of  recent  U.S.  policy  measures  has  been 
neutralized  without  fear  of  retaliation. 

.  A  number  of  special  incentives  for  particular  activities 
have  been  provided. 

Response  to  DISC  and  Other  U.S.  Measures 

Recent  American  policy  has  included  two  strong  incentives 
for  U.S.  industry  to  locate  within  the  United  States.  The  accelerated 
depreciation  allowance  has  partly  neutralized  the  American  7  per  cent 
investment  tax  credit.  The  reduced  corporate  tax  rate  more  than 
offsets  the  incentives  of  the  DISC  legislation  without  violating 
any  international  agreement.  Any  reduction  in  the  Canadian 
corporate  tax  rate  below  40  per  cent  would  simply  have  shifted 
corporate  tax  collections  from  the  Canadian  government  to  the  U.S. 


Treasury. 


' 
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Long-Run  Reallocation  of  Resources 
Among  Canadian  Industries 

The  federal  government  presented  tax  measures  designed 
specifically  to  stimulate  long-run  growth  in  manufacturing  and 
processing  industries.  The  effect  of  these  measures  will  be  to 
strengthen  the  labour-intensive  manufacturing  sector  relative  to 
the  capital-intensive  resource  industries,  as  has  been  frequently 
advocated  by  Mr.  Kierans. 

While  it  is  impossible  to  forecast  what  the  future  impact 
of  the  potential  shift  will  be  within  the  industrial  structure 
of  the  Ontario  economy,  the  tax  rates  presented  in  the  table  below 
suggest  that  the  shift  could  be  significant.  It  is  expected  that 
investments  will  turn  away  from  the  agricultural,  construction 
and  service  industries  primarily  in  favour  of  manufacturing 
industries,  and  then  in  favour  of  mining.  The  mining  sector  may 
lose,  however,  some  of  its  attractiveness  beginning  1977. 


1972 

% 

1973 

% 

1974 

% 

1975 

% 

1976 

% 

1977 

% 

Manufacturing  & 

Processing 

52 

42 

42 

42 

42 

42 

Mining 

44.6 

44 

43.5 

42 

41.6 

37-48 

Others 

52 

51 

50 

49 

48 

48 

Since  the  incentive  is  intended  to  promote  secondary 
manufacturing  and  processing  activity  in  Canada,  it  is  expected 
that  particular  benefits  will  accrue  to  the  following  industries 
which  are  concentrated  in  Ontario: 

.  auto  parts  industry 
.  steel  and  electronics  industries 
.  beverage  companies  and  food  processors. 

In  the  long-run  this  restructuring  of  the  corporate  tax 
system  will  shift  resources  into  the  manufacturing  sector  generating 
additional  permanent  employment. 
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Permanent  Incentives  to  Strengthen 
Manufacturing  and  Processing  Industries 

C.I.T,  Rate  Reduction 

The  federal  general  rate  reduces  from  39  to  30  per  cent  on 
Canadian  manufacturing  and  processing  income  only,  effective 
January  1,  1973.  Similarly,  the  effective  rate  of  corporate 
tax  applicable  for  the  small  business  deduction  reduces 
from  25  to  20  per  cent  -  applying  to  manufacturing  and  processing 
income  only. 

Implications : 

.  Canadianization  impact, as  this  reduction  applies 

to  Canadian  manufacturing  and  processing  income  only. 

.  Reallocation  impact, as  this  rate  reduction  gives 
a  comparative  advantage  to  manufacturing  and  pro¬ 
cessing  which  tend  to  be  the  most  labour  intensive, 
thus  creating  permanent  jobs. 

.  Revenue  foregone  for  a  full  year  estimated  to  be 
$500  million  for  Canada  of  which  $225  million  will 
benefit  Ontario  corporations. 

Two-Year  Write  Off- 

Effective  immediately,  the  cost  of  all  machinery  and  equipment 
purchased  for  the  purpose  of  manufacturing  or  processing  goods  for 
sale  or  lease  in  Canada  can  be  written-off  by  50  per  cent  of  the 
cost  of  the  asset  in  the  first  year  and  the  unclaimed  balance 
in  any  subsequent  year. 

Implications : 

.  Effectively  reduces  the  cost  of  an  asset  by  4  per  cent. 

.  Inconsistent,  however,  to  tax  Ontario's  investment 

tax  credit  through  the  CCA  schedules  while  enacting 
accelerated  write-offs,  both  of  which  have  the  same 
stimulative  objective. 

.  Revenue  loss  estimated  to  be  $10  million  to  Ontario. 

.  Ontario  automatically  includes  this  write-off  provision 


unless  we  legislate  against  it. 


. 
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Incentives  For  Particular  Industries 

Sales  Tax  Exemption  for  Manufacturers 

.  Scientific  research  equipment  purchased  after  Hay  8,  1972 
by  manufacturers  for  use  in  the  testing  or  development  of 
new  products  or  new  processes  will  be  exempt  from  the  12 
per  cent  federal  sales  tax. 

Accelerated  Depreciation  for 
Air  and  Hater  Pollution  Control 

.  Extension  for  one  year  of  the  existing  provisions  permitting 

a  fast  write-off  of  capital  expenditures  made  by  manufacturers 

or  producers  to  provide  air  and  water  pollution  control. 

.  Thus  such  machinery  and  equipment  purchased  at  any 

time  before  the  end  of  1974  and  buildings  to  house 

such  equipment  started  before  the  end  of  1973  will 

be  eligible  for  the  fast  write-off. 

.  In  addition,  the  provision  will  be  broadened  to 

include  depreciables  acquired  by  a  taxpayer  who 

provides  pollution-control  service  to  other 

taxpayers . 

.  Ontario  automatically  follows. 

Accelerated  Depreciation  for  Grain  Storage 
and  Drying  Equipment 

.  Applies  to  new  facilities  acquired  between  April  1,  1972 
and  August  1,  1974. 

.  Includes  storage  for  the  corn  industry. 

.  Ontario  advocated  the  reinstatement  of  this  incentive 
and  will  automatically  parallel  in  our  CCA. 

The  Rate  Reduction  and  the  Fast  Write-Off 
Will  Apply  to  the  Following  Industries: 

.  pulp  and  paper 

.  metal  fabrication 

.  electrical  products 

.  chemicals 


.  textiles 
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Natural  Resource  Industries 

The  processing  of  mineral  resources  and  oil  and  gas  beyond 
the  prime  or  crude  stage  will  be  considered  manufacturing  and 
processing  and  will,  therefore,  be  eligible  for  both  the  fast  write¬ 
off  and  the  rate  reductions. 


The  mineral  processing  up_  to  the  prime  metal  stage  will 
not  qualify  for  these  two  incentives,  but  will  be  encouraged 
through  other  measures: 

.  All  equipment  acquired  for  these  operations  will  be 
included  in  the  base  of  "earned  depletion". 

.  Depletion  allowance  may  be  claimed  against  income  from 
these  operations. 

.  The  15  per  cent  additional  abatement  will  apply  in 
respect  of  income  from  these  operations. 

.  The  above  measures  will  also  apply  to  custom  processing 
(processing  of  ore  owned  by  others). 


Implications : 


.  The  mining  industry  will  benefit  in  only  a  minor 
way  from  the  new  federal  measures. 

.  The  broadening  of  earned  depletion  base  is  a  move 
in  the  right  direction. 

.  There  is  still  little  incentive  (at  the  federal 
level)  to  encourage  processing  up  to  the  prime 
metal  stage. 

.  The  new  measures  will  make  it  more  difficult  for 
Ontario  to  design  its  own  future  mining  tax  policy, 
and  will  lead  to  greater  pressures  on  the  Province 
to  do  more  for  the  industry. 
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4.  TAX  REFORM  CHANGES 

Several  of  the  tax  changes  announced  in  the  federal 
budget  are  in  fact  extensions  of  the  tax  reform  process  of  1971. 
Other  changes  may  be  construed  as  a  furtherance  of  the  tax  reform 
thrust.  The  Minister  stated  his  intention  with  some  of  the  detail 
changes  to  smooth  out  rough  edges  in  the  new  system  that  have 
appeared  since  the  Act  was  put  into  effect.  The  Minister  seems 
more  inclined  to  a  flexible  approach  to  tax  reform  than  has  been 
apparent  in  the  past. 


Personal  Income  Tax 

.  Old  Age  exemption  of  $650  for  persons  aged  65  and  over 
is  increased  to  $1000,  effective  January  1,  1972. 

.  The  exemption  for  blind  or  bedridden  persons  is  raised  fro. 

$650  to  $1000  effective  January  1,  1972.  Any  amount  unused 
by  the  individual  may  be  transferred  to  the  spouse. 

.  Allowable  medical  expenses  have  been  broadened  to  include  t.  * 
cost  of  an  attendant  for  home  care  (where  a  doctor  certifies 
the  need  for  such  an  attendant)  and  transportation  to  and  from 
a  medical  facility  where  the  distance  travelled  exceeds  25  miles 
This  deduction  is  also  transferable  to  spouse  or  dependents. 

.  Students  enrolled  full-time  in  any  post-secondary  program  will 
receive  an  additional  exemption  of  $50  per  month  while 
enrolled.  This  allowance  may  also  be  transferred  to  a 
supporting  relative  (minus  the  student’s  taxable  income). 

.  Standby  charges  for  a  car  for  car  salesmen  are  reduced 
to  3/4  of  1  per  cent  per  month  from  1  per  cent. 


Revenue  Loss  to  Ontario  Government 

Increased  Old  Age  Exemption  2.0 

Increased  Disability  Exemption'*'  .5 

Special  Exemption  for  Students^  5.0 

Medical  Expenses  and  Other  Changes  - 

$7.5  million 


1.  Includes  transferability. 


Capital  Gains  Tax 
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These  changes  are  designed  to  correct  anomalies  discovered  in 
the  new  Income  Tax  Act  since  it  was  implemented. 

.  Property  given  to  a  charity  for  use  by  that  charity  in  its 
work  will  be  effectively  exempt  from  capital  gains  tax  due 
to  the  ability  to  value  it  at  market  value  or  cost  whichever 
is  higher.  Any  accrued  gain  or  loss  is  therefore  eliminated. 

I 

.  A  bequest  to  charity  will  be  claimable  in  the  taxpayer’s  year 
of  death. 

| 

.  Tax  payable  on  capital  gains  deemed  realized  on  death  may 
be  paid  over  a  6-year  period. 

.  Deemed  realization  rules  for  persons  leaving  Canada  (exit  tax) 
softened  to  provide  for  6  annual  payments  or  deferral  until 
actual  disposition.  There  will  be  no  deemed  realizatic 
persons  who  leave  Canada  but  have  not  been  resident  for  r;  rr c: 
than  36  months  in  the  preceding  10  years. 


International  Income 

.  FAPI  rules  have  been  postponed  2  years.  This  follows 

Ontario's  recommendations  concerning  time  required  to  find 
a  workable  system  of  taxing  this  income. 

.  A  similar  postponement  will  be  available  to  "foreign 
business  corporations". 

.  A  non-resident  trust  or  corporation  whose  primary  activity 
is  to  hold  pension  funds  will  not  be  required  to  pay 
withholding  tax  on  interest  taken  out  of  Canada.  Formerly, 
this  was  true  only  if  the  firm  had  no  other  activity. 


Instalments 

.  PIT  -  persons  whose  federal  tax  paid  on  the  instalment 

basis  in  1971  did  not  exceed  $400  are  exempted  from 
making  instalments. 

This  should  ease  the  position  of  many  pensioners 
who  have  been  confused  by  the  complicated  and 
obscure  forms  for  the  new  system. 

.  CIT  -  Corporations  will  be  allowed  to  base  their  instal¬ 
ments  on  last  year's  income.  This  will  provide  a 
once  and  for  all  improvement  in  corporate  cash  flows 
for  1972.  It  is  similar  to  Ontario's  sytera. 


are 
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5.  BENEFITS  TO  PARTICULAR  GROUPS 

Pensioners  and  Veterans 

In  response  to  criticism  concerning  the  failure  of  old  age 
benefits  to  parallel  cost  of  living  changes,  the  following  measures 
have  been  taken  : 


„  Old  Age  Security:  Retroactive  to  January  1,  1972 
payments  will  be  escalated  by  the  Consumer  Price 
Index.  (Since  1970,  payments  have  been  frozen  at 
$80  per  month.  For  1972,  payments  will  be  increased 
by  3„67o  or  $2.88  per  month. 

.  Guaranteed  Income  Supplement  :  Retroactive  to  January  1 
1972,  maximum  benefits  are  increased  to  $15  per  month 
for  a  single  person  and  $30  for  a  married  couple. 
Effective  April  1,  1973,  GIS  payments  will  be  increased 
by  the  Consumer  Price  Index. 

.  Veteran's  Pensions  and  Allowances  :  Benefits  will  be 
increased  by  the  rate  of  change  in  the  Consumer  Price 
Index,  retractive  to  January  1,  1972. 

.  Special  Exemption:  The  special  exemption  for  taxpayers 
aged  65  and  over  has  been  increased  from  $650  to  $1,000 
An  unused  part  of  the  exemption  is  transferable  to  the 
spouse  in  the  case  of  blind  people  and  those  confined 
to  wheel  chairs. 


The  number  of  people  receiving  GIS  will  increase  by  an 
estimated  60,000  in  Canada  and  20,000  in  Ontario.  A  married  couple 
with  no  other  income  will  now  receive  GIS/OAS  of  $3,420,  an  amount 
virtually  identical  with  ECC  1972  poverty  line  of  $3,456,  but  $500 
below  the  Croll  Committee  recommended  poverty  line. 


Estimated  Increased  Benefits 
to  Pensioners 


Canada  Ontario 

($  million) 


Guara.  eed  Income  Supplement 

138 

40 

Old  Age  Security 

63 

24 

Incre  ed  Tax  Exemptions 

30 

12 

231  (1? 

76 

(1)  "ederal  budget  estimate  is 

$350  million,  which  seems  to 
be  a  considerable  overstatement . 
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Students 

Full-time  students  and  trainees  (and/or  a  supporting  relative) 
may  now  deduct  an  additional  $50  per  month  from  taxable  income  for  each 
month  spent  in  an  educational  institution.  This  provision  will 
primarily  benefit  parents  of  undergraduates,  graduate  students  and 
Manpower  trainees.  The  PIT  revenue  loss  for  Canada  is  estimated  at  $50 
million  of  which  $20  million  would  occur  in  Ontario.  By  coincidence, 
this  tax  reduction  to  Ontario  students  almost  exactly  offsets  the  provincial 
increase  in  tuition  fees. 
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